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Before the

FEDERAL COMMUNICATIONS COMMISSION
Washington, DC 20554

In the Matter of

Amendments to Uniform System of
Accounts for Interconnection

)
)
)
)

CC Docket No. 97-212

REPLY COMMENTS OF
MCI TELECOMMUNICATIONS CORPORATION

I. Introduction

MCI Telecommunications Corporation respectfully submits these Reply

Comments in the above-captioned proceeding. On December 10, 1997, MCI and

fourteen parties filed comments in response to the Notice of Proposed Rulemaking

(Notice) in CC Docket No. 97-212, released October 7,1997. In the Notice, the

Commission proposed new Part 32 accounts and subsidiary record keeping requirements

to record the revenues and expenses related to providing and obtaining interconnection. I

1 The Commission's record keeping requirements are intended to: (1) facilitate
uniform reporting requirements among ILECs with respect to interconnection and
infrastructure sharing arrangements; (2) enable the Commission to monitor and assess
the economic impact of the development of local exchange and exchange access
competition and the deployment of advanced telecommunications capabilities; (3) ensure
that ratepayers do not bear the costs ofILECs' competitive activities; and (4) assist
Commission decision-making concerning ILEC petitions for forbearance from regulation
pursuant to section 10 of the Act by making information concerning ILEC performance
related to these services accessible and verifiable. Notice at ~6.
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II. The Commission Has Clear Authority to Create a Uniform System of
Accounting for ILECs to Record Revenue and Expenses related to
Interconnection Elements.

Section 251 of the Telecommunications Act of 1996 (the Act) directs incumbent

local exchange carriers ("ILECs") to take several steps to open their networks to

competition, including: providing interconnection; offering access to unbundled elements

of their networks; furnishing transport and termination of competitors' traffic; and making

their retail services available to resellers at wholesale rates.2Currently, no specific Part 32

accounts have been designated to record the amounts associated with interconnection

arrangements. Consequently, in the Notice, the Commission proposes new Part 32

accounts and subsidiary record keeping requirements to record the revenues and expenses

related to providing and obtaining interconnection.

In Comments filed December 10, 1997, Ameritech, United Utilities, and the

United States Telephone Association (USTA) argue that in light of the 8th Circuit recent

Iowa Utilities decision,3 the Commission lacks jurisdiction to propose accounting

regulations that relate primarily to local exchange services.4

247 U.S.C. §251(c).

3 Iowa Utilities Board v FCC, 120 F. 3d 753 (8th Cir. 1997) (Iowa Utilities
Decision).

4 United Utilities Comments at 3, Ameritech Comments at 3, USTA Comments at
6.
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Even if the 8th Circuit's ruling is upheld or the pending cert application is denied,

establishing Part 32 accounts clearly falls under the Commission's jurisdiction. Section

220(a) ofthe Communications Act of 1934 clearly states that:

The Commission may, in its discretion, prescribe the forms of any and all
accounts, records, and memoranda to be kept by carriers subject to the Act,
including the accounts, records, and memoranda of the movement of traffic, as
well as the receipts and expenditures ofmoneys.5

Additionally, Section 220(b) states:

The Commission shall, by rule, prescribe a uniform system of accounts for use by
telephone companies. Such uniform system shall require that each common
carrier shall maintain a system of accounting methods, procedures, and techniques
(including accounts and supporting records and memoranda) which shall ensure a
proper allocation of all costs to and among telecommunications services, facilities,
and products (and to and among classes of such services, facilities, and products)
which are developed, manufactured, or offered by such common carrier.6

Nothing in the Act alters these sections. The pricing issues in the 8th Circuit's decision

are limited to which jurisdiction is entitled to set prices under section 251 (c), and in no

way disable the Commission from organizing a system of accounts to ensure that local

interconnection costs are not intermixed with other ILEC costs. A fundamental and well-

established principle of common carrier rate regulation is that states can and do make

adjustments to the post-separations revenue requirements. States have also imposed price

cap regulation on ILEC intrastate rates, which break the direct cost linkage between

accounting costs and prices that is found in rate of return regulation. There is nothing

547 U.S.C. §220(a)

647 U.S.C. §220(b)
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about establishing a new account that interferes with a state's jurisdiction to regulate

ILEC prices at its discretion under state law. Thus, contrary to Ameritech's, United

Utilities', and USTA's contention, the Commission clearly has both the authority and the

obligation to establish a uniform system of accounting requirements for telephone

companies, including requirements for interconnection.

III. The Commission's Proposed Uniform Accounting Requirements Should Not
Be Imposed on New Entrants

GTE, United Utilities, Cincinnati Bell, and USTA contend that the Commission

should not impose uniform accounting requirements for the treatment of interconnection

on ILECs because such requirements would be unduly administratively burdensome.7

Although these parties complain that the Commission's proposal would require additional

accounts or subaccounts to be created, it is clear that the public interest benefits

associated with the Commission-proposed accounting requirements for interconnection

far outweigh the minimal costs of amending the cost accounting system.8 The additional

administrative requirements is the best insurance that costs of those parts of the network

7 GTE Comments at 1, United Utilities Comments at 4, Cincinnati Bell
Comments at 1, USTA Comments at 4.

8 Based on its experience in Washington, the Staff of the Washington Utilities
Commission believes the Commission-proposed new accounts will be useful without
imposing undue burdens on the ILECs. See WUC Comments at 1-2.
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supporting local interconnection are not intermingled with access, and will allow the

Commission to monitor and track the development oflocal competition more accurately.9

Similarly, Bell Atlantic argues that collecting data from just one segment of the

industry -- the ILECs -- provides only one part of the picture. Bell Atlantic claims that if

the Commission is to rely on revenues and expenses related to interconnection to track

the development of competition in local markets, it should also obtain such information

from new entrants in order to obtain a full view of the extent of interconnection and local

competitive entry. Such a position is clearly aimed at imposing unnecessary costs on new

entrants in order to delay their entry into local markets.

In a series of orders delineated in footnote 5 ofthe Notice, the Commission has

established a distinction between carriers with market power and those without, 10 In these

orders, the Commission has concluded that carriers without market power could not

charge rates or engage in practices that contravene the requirements of the Act because

their customers could always switch to another provider. 11 Clearly new entrants in the

9GTE argues that if it is required to provide to the Commission detailed
information on interconnection revenues and expenses, it can only do so in a confidential
manner due to the competitive sensitivity of the information (GTE at 3). GTE has
provided no evidence to support its bald assertion. As MCI repeatedly has stated, and as
General Communications Inc. (GCI) states in its comments in the instant proceeding
(GCI at 2) , the Commission must clarify that all information reported by the ILECs is
open and accessible to all parties. Without open and accessible records, the information
can not be properly monitored and interested parties may not be able to comment fully in
public proceedings.

10 Section 220(h) of the Communications Act allows the Commission to prescribe
different requirements for different classes of carriers. See 47 U.S.C. §220(h).

11 Notice at n. 5.
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local exchange market have no market power and should not be regulated the same as

dominant monopoly ILECs. Moreover, since new entrants do not have a captive ratebase

or regulated services where they would be virtually guaranteed to recover costs, there is

no concern that they could shift expenses associated with competitive services to

monopoly regulated services. This risk only stems from ILEC dominant market power.

III. Ameritech Provides No Evidence that Commission Fears of Cross­
Subsidization Between Regulated and Nonregulated Services Is Mitigated by
Growing Competition.

Ameritech argues in its comments that uniform accounting mechanisms for

interconnection are not necessary because growing competition will mitigate the ILECs'

ability to shift costs from nonregulated to regulated services. 12 Ameritech has provided

no evidence that sufficient competition now exists to mitigate these Commission

concerns; nor has it provided evidence that sufficient competition will exist in the near

future.

The Commission is correct to be concerned that ILEC market power, which

exceeds 99 percent, allows them the ability to shift costs between regulated and non-

regulated services, and among services generally. The Commission's recent rejection of

Ameritech's Michigan 271 Application (to provide in-region long distance service)

illustrates that Ameritech has not sufficiently opened its market to competition. 13

12 Ameritech Comments at 4-5.

13 Federal Communications Commission Memorandum Opinion and Order in the
Matter of the Section 271 Application of Ameritech Michigan to Provide In-Region,
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Additionally, as the attached order illustrates, Ameritech itself has a history of shifting

expenses from regulated to non-regulated services. Stringent uniform accounting

mechanisms for interconnection are clearly required and are in the public interest.

Moreover, uniform accounting mechanisms are also important to ensure that there is not

cross-subsidy among services. 14

IV. The Commission's Proposed Accounting Modifications Are Consistent with
the Telecommunications Act of 1996

Ameritech and Cincinnati Bell contend that the mechanisms that the Commission

proposes in its Notice for accounting for interconnection are contrary to the intent of the

Telecommunications Act of 1996 because they increase the regulatory environment in

which ILECs operate. 15 They claim that the Act calls for a more "de-regulatory"

environment.

The Act is the first major revision of telecommunications law since 1934. It

removes legal and regulatory barriers which historically have prevented competitors from

entering local telecommunications markets, and entrusted the Commission to establish

rules that would open all telecommunications markets to competition. The Act directs

Inter-LATA Services in Michigan, CC Docket No. 97-137 (August 19,1997).

14 See, Re: Classification of Remote Central Office Equipment for Accounting
Purposes, 7 FCC Rcd 6075; 1992 FCC LEXIS 5174; 71 Rad. Reg. 2d (P & F) 135,
September 8, 1992 Released; Revised September 8, 1992, which was issued because the
Commission believed that some carriers were improperly classifying remote switches as
circuit equipment rather than as switching equipment as required under Part 32.

15 Ameritech Comments at 11, Cincinnati Bell Comments at 2.
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ILECs to take several steps to open their networks to competition, including: providing

interconnection; offering access to unbundled elements of their networks; furnishing

transport and termination of competitors' traffic; and making their retail services available

to resellers at wholesale rates. 16

Increased competition in telecommunications markets is clearly in the public

interest, as consumers enjoy benefits in the form of lower prices, greater choice, and

technological innovation. Requiring that ILECs accurately track their revenues and

expenses for interconnection is necessary for competition to develop. These accounting

mechanisms ensure that ILECs do not shift costs from nonregulated services to regulated

services. Contrary to the claims of Ameritech and Cincinnati Bell, the Commission's

proposal to establish specific accounting mechanisms for ILECs to record interconnection

revenues and expenses is consistent with both the intent of the Act and the requirements

of the Communications Act of 1934.

v. Commission Accounting Rules Must Not Insulate ILECs From Competition

In the Notice, the Commission proposes that ILECs should record in subsidiary

records the total amount of costs based on the revenues received for providing

interconnection, and that the apportionment of these costs should be consistent with cost

studies underlying the charges for these services and elements. 17 The Commission offers

16 47 U.S.C. §251(c).

17 Notice at ~14.
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the example that, if the appropriate cost study identifies network support expense as 10

percent of the total cost of the unbundled loop, then an amount equal to 10 percent of the

revenue attributable to unbundled loops would be recorded in subsidiary records in the

network support expense accounts. 18 Ameritech, Bell Atlantic, and Southwestern Bell

Telephone correctly argue in their comments that revenue should not be used as an

allocator. However, these carriers are incorrect in arguing that the use of revenue as an

allocator will leave embedded costs in the interstate ratebase that they may not be able to

recover through interstate rates.

The unbundled network element rates fully compensate ILECs for unbundled

elements including a reasonable profit. The total embedded costs for the facilities to

provide UNEs should be removed from the ILECs' retail and access rates, and assigned

to the UNEs. The majority of these costs are due to ILEC inefficiencies. However,

whatever their source it is not good policy to hide these costs in the reported costs for

other services, where they may distort the market for those services. All cost should be

clearly identified and assigned to the service(s) which cause them. Any difference

between rates for a service and the reported costs is a rate-making or public policy, not an

accounting issue.

Consequently, the Commission's proposed rule should be modified so that all

embedded costs associated with facilities purchased by new will be entrants explicitly

identified, so they can be removed from regulated services.

18 Notice at n.31.
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VI. Conclusion

WHEREFORE, MCI Telecommunications Corporation respectfully requests that

the Commission adopt the positions raised above.

RespeY,tfully submitted,

/ /".-, ( -
L\.f.,;;/,~_

Don Sussman
MCI Telecommunications Corporation
1801 Pennsylvania Avenue, NW
Washington, DC 20006

January 26, 1998
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STATEMENT OF VERIFICATION

I have read the foregoing and, to the best of my knowledge, information, and belief, there
is good ground to support it, and it is not interposed for delay. I verify under penalty of
perjury that the foregoing is true and correct. Executed on January 26, 1998.

"
. .,1 {t- i?;' ..--.. -..-----

Don Sussman
1801 Pennsylvania Avenue, NW
Washington, D.C. 20006
(202) 887-2779
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fCC, OHIO AND WISCONSIN COMMISSIONS
COMPLETE JOINT AUDIT .- ENTiR INTO CONSENT DECREE

CONCERNING AMERITECH Arrn.rATI: TltANSACTIONS

W;•• AI'to WBIIit;1 ......_ ... •n:_.~...,. --. a :r.. '" Ieill J. 'f...=::z:
__101 ..__ .ea •.•e:c. ••• "~ _ $L e ",.~

Fed.tal Communication. Comm',,'on
1119 . MStreit, N.W.
Waahlngton, D. C. 2055..&

June 23, 1995COMMON CAR.IUER ACTIONRepon No. CC 9~ -37

The FCC and the public service commisiions of Ohio and Wisconsin have completed
a joint ludAt of Ameri1ech affiliate trllls.ac:rions and negotiated 8. Consent Deeroo with the
Ameriteth Telephone Operating Companies (AOCs) to resolve issues raised by the audit.
PurSUaDt to the CODstat Decree, me FCC and the state commissions have agreed to refrain
from pUfluiog enforcemenf actions l8a.iost the Aoes. Amcritech has agreed to make serious
and substantial changes to i%5 doCWDenraDOn regardillg Ufiliate transacooos IccoUDliDg lAd
reponing practices. Amerit.~h.Iso has agroed to pay $37S,OOO 10 the U.S. Tro&SUl)' ,
5200,000 to Ohio, and S100,OOO to W~in.

The Conuuission tuncntly bl3 ia place rul~s to &ovem lrallsaaions between regulated
~arriers and their Don·rtgu)at~d affiliates. These rules have become more imponant over me
past few years as te)ecommUDi~oDs carriers bave diversified to offer a Wtde variety of
:qulated and nonce.wated productS aDd services. The Commission's affilille tr3IlSaclioDS
rules, adopted in the Commission's 1916 Joint Cost proc.eeding, provide a valuanOD
metbodolo&y for such transactions and govern lh~ apportionment of carri~ts' cosu between
regulared services and nonreeuIated ecriviries. The carriers are required to use these cost
apportionment rulos to develop cost allocation manuals (CAMs) which <t.seribe in dewl bow
mcit costs ere apponioncd buwe= rc&wated and nonregulated operations, The CAMs also
identify each affiliate that ta8110S ir. transactions with a carrier, and describe the nature,
terms IUJd frequeney of tbOSI; tr&nsutiou. CAMs are available {or publie inspeetiOD at the
FCC.

A joint audit team, iDcluding CommiS3ion audi1Drs and auditors (rom the public
~ice commis;ioDs of Ohio and Wisconsin, examined tr~oDS between 1he AOes and
their nonr.8u1a~ affiliate, Ameritech Services, Inc. (ASI) during 1992. (ASI provides
ccntraJiud rnaoagement aod various product and services suppon for the AOCS.) The audir
tum's objective was to evaluate complimce with the Commission's utili.te transKuooS rules,
I:ld spccific:aJJy, 10 deamnine ,,"'bother ASl's ,o~t5 are properly identified aad allQ~ed 10

reguJlJed Md nonre,ul.led K4:0UDU. The audit ream found 1hat, in many cases, Ameriteeb
clid not provide or could not produce sufficient :Joeumentation to allow a

(over)
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News Media contact Susan lAwis Saller at (202) 'U.}SOO.
Common Carner Buteau cont3C1: Thomas Beers 11 (202) 418-0872.

The Conunission fOlmd thaJ resolving Ehe issues in the joint audit by adopting the
ConscDt Decree was in the publj, incerest. The joint audit concerned carrier compliull:e with
Commission affililllt transaction rules. Tht audit findings led to negotiations with Amente,h
L~ar produced a settlement agreeQ)eot the addressed the auditors' documentation CODcerns.
This forestalled the Deed 10 take enforcement action. Pursuant to the CODSC1'lt Decree, the
panies also have agreed to release the Joint Audit Report, il1cluding AmerilCCh's response to
the joint audit learn's flndinls. The Commission adopted an Order luthorizing release
concurrent with adoption of the Coa.sent ~eree.

determination of \lihetber me COSlS associalcd 'With ASI services pro"idcd to the AOC, baa
be.n properly allo,a:ed be1WMll rogu!alCd and nonreguJafed operarions. In other cases, the
audit team concluded that Amer:itech had not properly alloCSlcd such costs.

'\ ~ .., ..~,~, ,A ,,,

~\ I". ij J L ~
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Actions by the Commission June 9. 1995, by Memorandum OplDion and Order aftd
Consent Decree Order (FCC 95-222. 9S.223). ChairmaA Hundt. Commissioners Nl!ss aDd
Chong. with Commissioners QueUo and Barrett con,urring in the result and Commissioner
Barren issuing a separate statem!J11.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington. D.C. 20554

jpJ~. 23. IS98 9: 49AM

In the Mauer of

AMERlTECH

)
)

)

)

)
)
)

AAD 95-75

CONSENT DECREE ORDER

Adopted; June 9. 1995 Released: June 23. 1995

By thc Commission: Commissioner QueUo CODturring in the result; Commissioner Barrett
concurring and issuing a statement.

1. This Commission an<1 the National AssocIation of Regulatory Utility
Commissioners (NARUC) initiated a joinl review of affiliate transactions invo'vine me Regional
Bell Operating Companies. including Ameritcc:h. Pursuant to mat effon. a joint audit team
consisting of auditors from'the Commission, the Public Utilities Commission of Ohio (Ohio).
and the Public Service Commission of Wisconsin (Wisconsin) conducted a joint audit of
transactions between the Ameritcch Operating Companies (AOCs) and their affIliate. Ameritech
Services. Inc. (AS!)! in 1992. The joint audit ream prepared a Joint Audit Rcport at the
conclusion of the audit

2. ~ Joint Audit Report concludecl thaI ASI failed to provide the joint audit team
with adequate documentation to suppon me assignment of many costs to lhe AOCs and to other
affiliates. This included a lack of written procedures that describe bo..... ASI separates costS
directly incurred by the AOCs from other costs. incluc1ing overheads. that are not directly
apponioned. and a lack of documenlation showq bow costs assigned to the AOCs benefiued
ratepayers. The Joint Audil Repon also alleged chat Ct:ruin misclassification.s of costs by ASI
resulted in over allocation of costS to regulated ratepayers. iDcludiDg costs associalCd with
research and development of new producrs or services that were allocated entirely to regulated
ratepayers cven though this resemh and development could bave nonregulateel applications.

• AS! acts at a tcmnl pwdaa$iq 'ICD! for tbc AOC,. aDd. also provides variou mIRIItlDCllt and pI'OC1UC(
suppon services. ~ AnKh".! A. pp. U·20.
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Me. :
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Ameritech contests and denies each of the Joint Audit Report's conclusions.

3. This Commission. Ohio and Wisconsin. and Ameritcch. have reached an
Agreement with respect to these audit findings. The tenns and conditions of this agreement are
conrained in the anached Consent Decree.

4. We have reviewed the [enns of the Consent Decree and evaluated the
circumstances of me case. We believe the public imeresl would be served by approving the
Consent Decree. the terms of which are incorporated by reference.

S. Accordingly, IT IS ORDERED that the Consem Decree. inc0tlX>rated by
reference herein and attached to chis Order. IS HEREBY ADOPTED. and the Secretary shall
sign such Consent Decree on behalf of the Commission.

,6. IT IS FURTHER ORDERED that this Order is effective upon execution of the
Consent Decree by all panies [0 the Agreement.

FEDERAL COMMUNICATIONS COMMISSION

William F. Caton,
Acting SecretarY
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CONSENT DECREE

•. This is a Consent Decree emered into by the Federal Communications Commission
(·'FCC'"). the Public Utilities Commission of Ohio (-PUCO"), the Public Service
Commission of WiS(;onsin ("WPSC') and the AmeriteCh Opcratinl Companies (.. AOCs" or
"Ameritech")l (collectively referred to sometimes as the -Panics").

2. Auditors from me FCC. PUCO and WPSC initiated a joint audit of tranSactions
between the AOCs and their atrl1iatc. Amentech Services, Inc. ("ASI-) in 1992 ("Joint
Audit").

3. The Joint Audit had [wo general objectivcs. One was ~eva'uate compliance with the
FCC affiliate transaction rules. The Other was to determine whClber any noncompliance with
these rules had adversely affected interstate and intrastate telephone ratepayers through the
now of cross-subsidies to nonregulated affIliates.

4. The report of the Joint Audit team aDd die panics' responses to the repon are
attached to this Consent Decree as Attac:bmeru: A. Tbe positions of the panies are as
follows:

a. The Joint Audit team maintaiDs that AS! failed to provide to the audit leam
adequate documentation to support the assigm:nenr of many of lts costs. This included a lack
of wrinen proceclures that describe how ASI separates direct and indirect costs. It also
included lack of regulated ratepayer benefit documentation as well as misclassifications of
COSts that resulted in over ~UOCUiODS of costs to feIUlaIed services. Moreover, the Joint
Audit team main~ins that ASI established seyeral work profiles designed to study new
products or services that were allocareel entirely to reJUlared racepayc~ even though lbey
could have furore nonreguiated applications. These poims and others detailing the Joint Audit
team's find lngs are included in the audit repon iDc:luded in Aaach1'Dent A.

). AmeriteCh C:ODreS1S all fJDdiDlS in die audit report, AmcriteCh asserts that it made
proper COSt allocations and provided more dwl sufficient written documentation of those
allocations to the audit ream. Amerirech nOles that ASI did liale work for non-owners
thereby limitm, even tbe poccntill for misallocation. and that two independent accounting
firms -- one workiDI on behalf of the Illinois Commerce Commission .- conducted similar
audits for the same period aad found no significant discrepancies. These points and others
disputing all of the fmdqs of the audit rcpon IR detailed in Amerirech' s response to the
audit rcpon included in AaxJunenr A.

S. The FCC. PUCO. wPSC aDd AOCs .,.. that the expeditious resolUllon of issues
n.ised by the loim Audit iD ICCOI'daDce with me tenDS of Ibis Coaacm Decree is in the public

1. 11M AmcI'iteeh Openins c.........: lIIiBois Bett T c-..nY, .....Bell TclctJhonc.. In,~. Mi'hila.n
Bell TclcpDoM Com1Mlfty. The OIIio ..U T...... C ~ IDd Wiscouill"lllnc.
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6. Accordingly. and in consideration of the agreement of the FCC. PUCO and WPSC to
conclude action on tile Joint Audit on the tenns set forth. in this Consent Decree. the AOCs
agree to act as specified in paragraphs 6(3) wough 6(d) of this Consent Decree:

a. As a result of the Joint Audit. Amcrilech and the aUdit team have developed
mutually agreeable documentation. which will conrain a clearer description of work
performed by ASI. an identification of Pan 32 accounts to which cOStS are assigned. an
identificauon of Part 64 cost allocations and an explanation of allocation methodology, and a
more specific eJCplanation of Ameritech's rationale for its accoutting and allocation decisions,
A specific explanation. at a minimum. includes a statement of tile benefit to AOCs' regulated
operations when costS are recorded in regulaEed accounts. In lbc funare. ASI will maintain
this written documentation so that it will be readily available as a basis for review of the
reasonableness of ASI's regulated and nonregulated cost allocations. More specifically. as
ASI provides the accountinl classifications recorded for ASrs billings on the books of the
AOCs, ASI will make the following chanles [0 its ac:countinl practices:

(1, ) To the extent appropriate. ASI will record in account 6727. Research
and development, the costs associaEed wlm all mats of new products:

(2.) ASI will deveJop aDd implement wriaen procedures for ,lassifying
work profiles as direct and iDdirect work profIles. These procedures must
include a lIst.of work profiles and bill IiDes dlat are direct or indirect and
specify the conditions uDder which the classification can be chanled from one
category to II1Olber,

(3.) ASI will have cenualizecl documemation dlat covers all aspects of each
work profile. This documentltlOD will iD;lude:

(a.) a detailed e~plaDllioD of tbe nalWe of me KtivitY, and any
intended product or service that would be proVided by the AOCs;

(b.) me rationale for the defenniDarion of me accountiDa and COSt pool
classif\cations for the activity;

(c.) a summary iDdicating which AOC, aDd other SUbSidiaries arc
service recipientS;

(d.) the bud.lt aad acalll COS1S for the wort profile aod documentation
of any material over or under budpt siQl.ltioas~

(e.) me projecred aDd acaaa! delivery dares for 0UIPUl. from till ~tivitY:

(f.) a delcripQoD of lIlY effoIlS to compve 1bI COSD of obcaiDiDI tbe
activity from ouuidl .... with die a.maJ COlIS of the activity.
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from the FCC, PUCO and WPSC will have [he opportUnity to review me
independent auditor's plan and recommend revisions. if appropriate, before
[he compliance audit begins. The same proprietary agreements in effect for
che Joint Audit would be used for the complilll(c audit. provided. however.
that if it becomes necessary in the future to modify the proprietary agreements
co accommodate changes in applicable statutes. rules or regulations. [he Parties
agree to negotiate those modifications in good faith.

(3.) Amcritcch will havc an independent audilOr perform a swdy quantifying
me impact on the Cost Allocation Manual (CAM) wages and salaries alloc:ators
caused by me movement of employees from the AOCs to ASr. as described in
Attachment A. The results of the study shall be 1ubmitted with the 1996
independent auditor' s repon to be filed with the I:CC in accordance with 47
CFR §64.904.

c. Because me lacle of sufficient written documenration for the AOCs' cost allocations
added exrra time. expense and inconvenience 10 the loint Audit team's effons. the AOCs
agree that Ameriteeh sb.all volunrariJy make certain paymenu to the United States, Ohio aDd
Wisconsin. AccordinlJy. and in connection wicb the iDlenwe aspectS of that audit.
Ameritech shall pay S375.000 to the Treasury of me United States. ancl. in connection with
the intrastate aspects of the audit, 5200.000 to the Ohio Srate Treasurer's General Fund. and
Sl00.000 to the Wisconsin Advanced Telecommunications Foundation established under s.
1428. Wis. Slats. These voluDW'Y contributions will be recorded in Account 7370. SpeCial
Charges. and will be treated for income tax purposes as if it were subject to Section 1611 t) of
the Internal Revenue Code._ AmeriteCb shall make lhese paymentS within ninety (90) days
after the fCC, PUCO and WPSC enrer final orders adopting this Consent Decree. or. if an
appeal is taken. within ninety (90) days after those (mal orden have been affinned in all
material pans on appeaL

d. The FCC. PUCO, wPSC and the AOCs a.ree that the Joint Audit Report. included
here as Attachment A, should be publicly released. Therefore. the AOCs waive any right to
contest release to the public of the Joint Audit Repon.

7- In me event the AOCs rail to comply with the requirementS set forth in paragraph 6
of this COllSCm Decree. then die FCC. PUCO aDd wPSC reserve the richt to pursue lelal
action alawt rbe AOCs. Likewise. if the AOCs comply with rbe requirements in paralraph
6(1) of this Consent Decree. then the accoununa treaaDeftts. procedures and documentation
described in paraJl'lph 6(8) sball be regarded by the FCC. PUCO aDd WPSC. as
presumptively reasonable and lawful. The FCC. PUCO aDd WPSC. however. reserve the
riahts tbey have under tbe law to cbaqe accouariDa prospectively IDd l'elrOlCtively as long
as no peDI1ly anaches to ~b rettoICtive applicllioD. Likewise. me-AOCs sball be
aulhori:z.ed to make c:baqes to tbeir accOUMiDl uacmelllS. procedwes aud documentation.
includq those required ill Ellis Conse.. net.. 10 implemeDl or reflect chaDps in the llw
or niles and sball not rhereby be re.arded as beiDI ill violatioa of lIlY part of this Consent
DeeRe.
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(4. ) ASI will keep written documentation of the translation from bill lines to
Pan 32 accounLS and Pan 64 cost pools. This documentation will include:

(a.) an explanation of the work included in each bill Une and

(b.) an explanalJon of how and why ASI allOtates the COSlS betWeen
regulated and nonregulate<1 operations. including the reasons for the
selection of particular account(s) and/or COSt pool(s). In developing
lhis explanation. the fact that a technololY can be deployed in the
public switched network is not a suffiCient criterion. in and of itself. [0

determine whemer work on that technology is regulated or nonregulated
activitY. For example. COSES for the de'«elopment of new products or
services that arc nOl specifICally relared to..lhe AOes' regulaled or
nonreguJated scrviccs shall be assigned co me appropriatc shared cost
pool. BeiiMing with 1995 work profiles and bill lines. documentation
shall be maintained for every chinle 1D classification of aU bill lines.
the date of such change, and support for the necessity of the change.

(5. ) ASI will maintain a flle of AOC benefit verification forms. These
fonns ~ill indicate the benefit of the actlvit:y to AOC regulatecl services and
will include a siped swemeDt from lhe appropriate AOC continning the
benefit or benefits to that AOC as listed lhereiD. In addition to infonnation
required by other ASl procedures, die benefit should inclu4e. as
appropriate. an analysis of (1) potential revenue losses or future coStS if the
project is not .,undertaken compared to cOS[S expected to be incurred: (2)
additionaJ regulated revenues expected [0 be genel'3red compared to costs
incurred; (3) improvement in the quality of AOC replated services; (4)
mncr benefits: or (5) a statement explaining why none of the abo"e was
included. The file should also include the original form and all subsequent
updates.

(6.' ASI's accounting pnctices will provide that all data processq common
costs are included in me developmem of fully allocated COSts to l1onowner
afftliates.

b. Regarding the tirninllDCl verification of such accounting practices. the AOCs
agree as follows;

( 1. ) Ameritech will complere an impIemenration plan for improved
accountiq practices .'dUD 60 days of sipiDa dDs lIIeemem. ASI will bave
the stared accOUDliDl practices ill place within 120 days of sip.iDc chis
agreemeDt.

(2.) Amerir8ch will ba'Vl III _ ..... auditor pedonD a complilDce audit
two yean after me silDiDl of rhis CODIIIIl Decne. TIle audit will focus OD
Ameritceh's compliaDce wiG me provilioDs of dli$ COGIeDI DeCIle. Auditors
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8. In light of the AOCs' covenants and r~rcsenlations conrained in paragraph 6 of this
Consent Decree, and in e~prcss reliance thereon. the FCC. PUCO and WPSC. respectjvely
agree to issue final orders fonnaUy adopting this Consent Decree (the -Consent Decree
Orders-) without change. addition or modIfication and without a flIlding of wrongdoing.
violations or liability by [he AOes and further agree not to begin. on the motion of any such
COlrunlssion or its staff. any proceeding formal or informal. concerning maners that were the
subject of me Joint Audie. However. nodunl herein shall preclude lhc FCC. PUCO or
WPSC from using the information underlyin. rbe findings and observation in Attachment A
for other laWful regulatory purposes provided. mat me AOCs shall have all opportUnities
afforded by law to contest that use and mat information. The Panies agree mat Attachment
A shall not be released unJess and until this ConscDl Decree is adopted by final orders of
[he FCC. PUCO and WPSC.

9. The AOCs admit [he jurisdiction of me FCC, PUCO and wPSC [0 adopt this Consent
Decree.

10. The AOCs waive any rights they may have to judicial review. appeal or riihts
omerwise to chaUenge or contest the validity of the fwl order of the FCC. PUCO or WPSC
adopting this Consent ~ree. provided those Commissions adopt this Consent Decree
without change. addition or modification.

II, The Panics agree nOI [0 engage in conduct inconsistent with the terms of this Consent
Decree. The Panics may comment publicly. bowever, on the naNfe of the ConseOl Decree.
and the meritS of meir respective positions as described more completely in Attachment A.
after it has been adopted by the FCC. PUC0 . and WPSC.

.~
12. Adoption by the FCC, PUCO and WPSC of this Consent Decree shall conclude action
on the Joint Audit without a fmdina of wrODldolnJ, violations or liability by the AOCs.

13, h is understood that me AOCs' apeemem to this ConseDt Decree does not constitute
an adjudication of any (KNII or lqaJ issues or an admission by the AOCs of wrongdoing.
violatious or of any ~DSistency between their position. on the one banC. ancl. on Ibe other
hand. (i) the Communications Act of 1934. as unended. and the rules and policies of the
FCC. (ii) Tide 49, Ohio Revised Code. as ilI11ended. and the rules and policies of the
PUCO. and (iii) ch. 196. Wis. Stats.. as amended, and the rules and policies of the WPSC.
As a result. me AOCs aDd rbeir affdiateS shall not be precluded or estopped from litigating
~~ any and all of the issues subject to this Consent Decree in any fon except 35
provided herein.

14. The Panies aJRe Uw this CODSeQl Decree aad me ConscDl Decree Orders may DOt

be used in any fashion by any of me Parties to this COlUCnt Decree in any legal proccedinl
except as sct forth in dlis CODSeDl Decree.

IS. The Pames apee that me ctfecIivel*l of Ibis Co..Decnt is expressly
c0DtiDleDl upon die FCC. PUCO ad WPSC COIIC1lIdm,acrioo on cbe loa Audit. isslWlCe
of CODSeDl DeeRe Orden as described bereiD. and compliaDce by tile 'AOCs ",jib tbe terms
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of this Consent Decree. If this Consent Decree is not signed by the AOCs and the FCC.
PUCO and WPSC. or is otherwise rendered invalid by any court of competent jUrisdiction. it
shall become null and void and may not become part of the record in this proceeding.

16. If the FCC. PUCO or WPSC brings an action in any court of competent jurisdiction
[0 enforce the [enns of the Consent Decree Orden or mis Consent Decree. me AOCs agree
(hat they will not contest the validity of either the Orders or the Decree. will waive any
statUtory right to contest the validity of the Consent Decree Orders or this Consent Decree
through a uial de novo. and will consent [0 a judgment incorponting the tenns of this
Consent Decree provided. however. that the FCC. PUCO and WPSC have complied with all
of their obHgations under the Consent Decree.

17 This Agreement may be signed in counterparts.

William F. Caton
Actina SecretarY.
Federal Communications Commission

Ameriteeh Telephone Operating
Companies

Ohio Public Service Conunission

Wisconsin Public Sen-ice Cormnission

June 23. :995
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of dlis Consent Decree. If this Consent Decree is DOl signed by the AOCs and the FCC.
PUCO and WPSC. or is otherwise rendered iDvalid by any coun of compelern jurisdiction. it
shall become nuJl aDd void aDd may not become pan of the recant in this proceeding.

16. If the FCC, PUCO or wPSC brings an action in Illy coun of competent jurisdiction
(0 enforce the tenus of tbe Consent Decree Orders or this Consent Dec~. the AOCs agree
that they will not contest the validity of either rhe Orders or the Decree. will waive any
stannory righllO contest me validity of the CODJeDt Decree Orders or this Consent: Decree
through a trial de novo. aDd will COD5Clll to a judlJDCnI iDcorporatiDg tbe tenns of this
Consent Decree prOVided. however. that me FCC. PUCO and wPSC bave complied wim all
of their obligations under the Consent Decree.

17. This Agreement may be signed in counterpans.

William F. Caton
ActiDI Sccmary.
Federal Communications Commission

Ameriteeb Telepbooe Operatine
Companies

Ohio Public Service Commission

WiKOasiD Public Service Commission

June _' 1995
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of this Consent Decree. If this Consent Decree is DOt siped by me AOCs and the FCC.
puco and WPSC, or is orherwi.se mJdered invaJid by any eoutt of competent jwisdiction. i[
shall become null and voiel and may not become pm of the record in this proc;eec1ing. .

16. If the FCC. PUCO or WPSC brinp ID action ill any coun of compecern jUrisdiction
to enforce the tems of the Consent Decree Otders or this Consent Decree, the AOCs agree
that they will not contest me validity of eil:bcr the Orden or the Decree, will waive any
stannory right to conteSt the validity of the Coment Decree Orders or this Consent Decree
mrough a erial de novo. and 'lii11 couseDl to a judple. iDcOtpOrar.iDg tbe terms of this
Consent Decree provided. however. mar me FCC. PUCO and WPSC have complied with all
of their obligations under the Consent Decree.

17. This Agreement may be signed in counterpartS.

William f, Cltoa
AcUDa Secrerary.
Peden! Commuaications Commission

Ameritech TelephoDe OpentiDg
Companies

(Lv t: ~ Jit'~
Obio Public Se",ice Commission

Wisconsin Public Serviee CommissioD

June _' 1995
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of this Consent Decree. If this Consent Decree is not signed by the AOCs and the FCC, .
PUCO and WPSC, or is otherwise rendaed invalid by any coun of competent jurisdiction. it
shall become null and void IDd may not become pan of the record in this proceeding,

16. If the FCC. PUCO or WPSC brings an action in any court of competent jurisdiction
to enforCe the terms of the Consem Decree Orders or this Consent Decree. the AOCs agree
that they will noc contest the validity of either the Orclers or me Decree, will waive any
Statutory right to contest the validity of Ihe Consent Decree Orders or this Consent Decree
througb a triaJ de novo, and will CODSCDt to a judgment incorporating the terms of this
Consent Decree provided. however, lhat: the FCC, PUCO and WPSC have complied with all
of their obligations under the Consent Decree.

17_ This Agreement may be sigDed in counaerpans.

William F. CaIOD
Aaia, Secrewy.
Federal COIIUDWUcations Commission

~-..~, :?-
Ameriteeh Telepbone Opera .

CompaDies

Obio Public Service Commission

Wisconsin Public Service Commission

June 1995


